Eligible Labor Surplus Areas for Bidding
On Federal Contracts

Background

Employers located in labor surplus areas, as classified
by the Department of Labor, can be given preference in
bidding on Federal procurement contracts. The purpose
in providing such preference is to help direct the
government's procurement dollars into areas where
people are in the most severe economic need, i.e.,
areas with the highest rates of unemployment.

The concept of channeling Federal procurement
contracts into high unemployment areas dates back to
the early 1950's. At that time, during the Korean
conflict, there was concern among Government officials
that high unemployment rates and low utilization of
plants and equipment in some areas would lead to
erosion of the mobilization base and adversely affect
the Nation's production capability. There was also
concern that the cost of constructing new plants and
relocating workers would cause an unnecessary drain
on the Nation's resources.

The Office of Defense Mobilization studied this problem
and In February 1952 issued Defense Manpower Policy
Number 4 (DMP-4). This policy implemented the idea of
directing Federal procurement contracts to employers in
labor surplus areas. However, the labor surplus area
program was not successful in directing Federal
contracts to employers in high unemployment areas,
largely because the program lacked a statutory base.
This was changed with the enactment on August 4,
1977 of Public Law 95-89. The Act provided statutory
authority for the labor surplus area program by
amending the Small Business Act and authorizing
Federal agencies to set-aside contracts to employers
which agree to carry out a substantial portion of the
contract in a labor surplus area. "Substantial portion"
was defined as meaning over 50 percent of the value of
the contract.

As a result of the Urban and Regional Policy Group's
review of Federal programs in 1977-1978, additional
support was given to the labor surplus area program
because of its potential for providing assistance to
distressed areas. In March 1978, the General Services
Administration was directed to work with each Federal
agency in setting targets for placing set-aside contracts
in labor surplus areas. The General Services
Administration was also directed to monitor the
performance of the Federal agencies in meeting the

agreed-upon targets and to submit a report 1o the
President every 6 months concerning the progress of
each agency in meeting its goals. These directives
were later incorporated in Executive Order 12073 which
was signed on August 16, 1978.

Public Law 96-302 ("Small Business Administration")
was enacted on July 2, 1980 and authorized the labor
surplus area program on a permanent basis. Like P.L
95-89, the Act authorized Federal agencies to set-aside
contracts when there is a reasonable expectation that
offers will be obtained from a sufficient number of firms
to ensure that awards are made at reasonable prices.
P.L. 96-302 also altered the priority of awards under the
small business and labor surplus area programs, and
established a new priority category of partial set-asides
for small businesses located in labor surplus areas.

Section 1-103 of Executive Order 12073 assigned to
the Department of Labor the responsibility for
classifying labor surplus areas. This represented a
continuation of the Labor Department's classification
responsibilities since the inception of the labor surplus
area program In the early 1950's under DMP-4. The
Labor Department also has responsibility for classifying
labor surplus areas under Executive Order 10582 which
implements the Buy American Act.

Procedures for Classifying Labor Surplus Areas

Labor surplus areas are classified on the basis of civil
jurisdictions rather than on a metroplltan area or labor
market area basis. By classifying labor surplus areas In
this way, Federal contracts can be directed to those
specific localities with high unemployment rather than to
all civil jurisdictions within a metropolitan area, not all of
which may suffer from the same degree of
unemployment,

Civil jurisdictions are now defined as all cities with a
population of at least 25,000 and all counties.
Townships of 25,000 or more population are also
considered as civil jurisdiction in 4 States (Michigan,
New Jersey, New York, and Pennsylvania). In
Connecticut, Massachusetts, Puerto Rico, and Rhode
Island where counties have very limited or no
government functions, the classifications are done for
individual towns.